FOR CONSIDERATION
February 15, 2023

TO: The Board of Trustees
FROM: Thomas Falcone

REQUEST: Consideration of Approval of the Annual Report and Amendments on the Board’s
Policy on Strategic Planning and Oversight

Requested Action

The Board of Trustees (the “Board”) of the Long Island Power Authority (“LIPA”) is requested to
adopt a resolution: (i) approving the annual report on the Board Policy on Strategic Planning and
Oversight (the “Policy™); (ii) finding that LIPA has complied with the Policy; and (iii) approving
certain amendments to the Policy, which resolution is attached hereto as Exhibit “A”.

Background

LIPA utilizes contracts with service providers to provide transmission and distribution operations
services, fuel and power procurement, and power supply resources. Under the LIPA Reform Act
and the Second Amended and Restated Operations Services Agreement (the “OSA”), LIPA has
oversight rights and certain responsibilities with respect to those contracts, the operation and
maintenance of the Long Island electric grid, and the generation assets under contract to LIPA.

In March 2018, the Board adopted the Policy with the purpose of establishing the Board’s
expectations for oversight by LIPA of the “service providers in a systematic manner that meets
the needs and protects the interests of LIPA’s customers”. In January 2019, the Board approved
amendments to the Policy related to LIPA’s direct operations. Thereafter in July 2020 and
September 2021, the Board approved amendments to the Policy to, among other things, better
define the roles of the Board and management in LIPA’s strategic planning activities.

Compliance with the Policy

LIPA Staff recommends that, for the reasons set forth below, the Board find that LIPA has complied
with the Policy since the last annual review. The Policy requires “the CEO or his or her designee
report annually to the Governance Committee of the Board of Trustees on compliance with the
key provisions of this Policy. LIPA’s CEO will consult with and report to the Board on: the
objectives of LIPA’s annual Work Plan for the coming year and the accomplishments of the prior
year Work Plan, including Oversight activities; the status of the five-year Strategic Roadmaps; the
Oversight Framework implemented by LIPA’s management team; and the sufficiency of LIPA
staff and resources to achieve LIPA’s Purpose, Vision, Board Policies, and Oversight Objectives.”

Work Plan and Performance Metric Objectives and Accomplishments:




e The LIPA annual Work Plan and PSEG Long Island Performance Metrics deliver the
yearly translation of the Board’s vision and strategic direction into specific activities,
projects, and budgets.

o LIPA staff completed 20 projects from the 2022 Work Plan and extensive
deliverables from 23 projects. The progress on multi-year projects continues in
the 2023 Work Plan. One project from the 2022 Work Plan was deferred and
ultimately canceled due to the lessor value of the project as compared to other
higher priority efforts that arose during the year.

o LIPA staff reported to the Board quarterly on PSEG Long Island’s progress
against the 2022 Performance Metrics. Staff will provide an Annual Report on
PSEG Long Island’s performance at the conclusion of our evaluation of the 2022
Performance Metrics.

o The 2023 Work Plan includes 57 projects that align with the Board’s policies and
corporate objectives.

o For 2023, the Board adopted 93 PSEG Long Island Performance Metrics in
December 2022, distributed across all the management services provided by
PSEG Long Island to LIPA and its customers.

The Status of the Five-Year Strategic Roadmaps:

e The Board directed LIPA staff to craft Five-Year Strategic Roadmaps in 2021 and this
requirement was incorporated into the revised OSA with PSEG Long Island, which
became effective in April 2022.

e In 2022, LIPA, in conjunction with PSEG Long Island, commenced work on developing
5-Year Roadmaps to deliver on the Board’s expectations. Activities included reviewing
the Board policies, identifying gaps and potential actions through consultation with
LIPA and PSEG Long Island management and staff, and prioritizing and sequencing
initiatives considering the risks and benefits.

e 5-Year Roadmaps will be reviewed by the Board for Customer Experience,
Transmission and Distribution Operations, Information Technology and Cybersecurity,
Performance Management, and Finance in February 2023, while plans for Business
Services, Power Supply, and Clean Energy will come before the Board in late 2023.

e While the Roadmaps provide a five-year outlook, in adherence with the policy, the
Board will receive updates on a triennial basis.

e The priorities outlined in the Five-Year Strategic Roadmaps are translated annually into
Work Plans, Performance Metrics, and Budgets.

Performance Management Framework:

e The Performance Management Framework provides transparency and accountability to
the Board and customers for the accomplishment of the Board’s strategic objectives and
the funds budgeted each year. The Performance Management Framework includes:

o 5-Year Roadmaps: As part of the Strategic Planning process, starting from Board
Policies, the 5-Year Roadmaps identify the end states and gaps to current



capabilities and prioritizes those gaps to meet the expectations of the Board and
service to our customers.

o PSEG Long Island Annual Performance Metrics: LIPA develops Performance
Metrics for PSEG Long Island each year. These standards create quantitative and
project oriented metrics that advance the 5-Year Roadmaps and the Board’s policy
objectives. LIPA staff independently verifies and validates (“IV&V”’) PSEG Long
Islands performance under the OSA, including on the Performance Metrics.

o LIPA’s Annual Work Plan: LIPA develops and manages projects that it directly
executes to advance the 5-Year Roadmaps and the Board’s policy objectives.

o Performance Reports: LIPA staff reports to the Board quarterly and annually on
PSEG Long Island’s performance under the Performance Metrics and on other
items of significant concern to the Board, such as Board-adopted
Recommendations, reports on compliance with each Board Policy, and budget.
LIPA Staff also reports annually on accomplishments of the staff Work Plan.

In 2022, LIPA established the Strategic Performance Management Office (“SPMO”) to centrally
organize its standards for IV&V as well as to support LIPA staff in project management and cross
functional project collaboration. SPMO organizes reporting to the Board and LIPA management
on the Work Plan and PSEG Long Island Performance Metrics and provides assistance to LIPA
departments in defining and executing project plans, monitoring work execution, and reporting.
LIPA regularly conducts performance review meetings both with internal staff and with PSEG
Long Island to promote accountability and drive accurate results for progress reported at regular
frequencies, such as monthly, quarterly, and annually.

The Sufficiency of LIPA Staff and Resources:

e LIPA contracts for a substantial portion of the services needed to accomplish its Vision
and Purpose and relies on internal staffing and consulting support to manage the
performance of vendors and its own responsibilities.

e The approved 2023 LIPA Budget includes sufficient funding for the positions and
consulting resources management believes is necessary at the present time to accomplish
the Purpose and strategic direction defined by the Board in policy. Management regularly
reviews the sufficiency of staffing and consulting resources and makes adjustments, as
necessary. The revised OSA resulted in a significant increase in the work load of the LIPA
staff, which was accounted for in the 2023 Budget proposal.

Annual Review of the Policy

The Board hired Leading Resources, Inc. to review the Board policies and facilitate discussion
amongst the Trustees on amending certain policies. A working group of Trustees participated in
various meetings to develop and draft amendments to the Policy. The draft amendments to the
Policy have been shared with the entire Board. The final version of the amended Policy, as drafted
by the Trustees, is attached hereto as Exhibit “B”.



Recommendation

Based upon the foregoing, | recommend approval of the above requested action by adoption of
a resolution in the form attached hereto.

Attachments

Exhibit “A” Resolution
Exhibit “B” Policy on Strategic Planning and Performance Management



Exhibit “A”

RESOLUTION APPROVING THE REPORT TO THE BOARD OF TRUSTEES ON THE
BOARD POLICY ON STRATEGIC PLANNING AND OVERSIGHT

WHEREAS, the Board Policy on Strategic Planning and Oversight (the “Policy”) was most
recently reviewed by the Board of Trustees on September 22, 2021; and

WHEREAS, the Board has received the annual Staff report on compliance with the Policy; and

WHEREAS, the Board has reviewed the Policy and approves the changes to the Policy as
recommended by Staff finding that the amendments are due proper.

NOW, THEREFORE, BE IT RESOLVED, that consistent with the accompanying
memorandum, the Board hereby finds that LIPA has complied with the Policy for the period since
the adoption of the Policy, approves the annual report to the Board, and approves updates to the
Policy, as recommended herein.

Dated: February 15, 2023



Exhibit "B"

Board Policy: Strategic Planning and Performance Management

Policy Type: Strategic Direction I IPA
Monitored by: Board of Trustees )
Long Island Power Authority
Board Resolution: #1409, approved March 29, 2018,
#1461, amended January 23, 2019
#1547, amended July 22, 2020

#1668, amended September 22, 2021
[#xxxx, amended February 15, 2023]

LIPA’s vision for strategic planning and performance management is to achieve the strategic objectives
established by the Board in its policies and to provide transparency and accountability to the Board and
customers for the realization of the Board’s strategic objectives and the funds budgeted each year.

LIPA will achieve its vision by directing the Chief Executive Officer to undertake: (i) effective methods of
translating the Board’s strategic policy objectives into multi-year plans, annual work plans, performance
metrics, budgets, and recommendations! for the Board’s review and approval, and (ii) a transparent system of
performance reporting to the Board and public relative to the policies, plans, metrics, budgets, and
recommendations adopted by the Board.

Strategic and Annual Planning
The Chief Executive Officer will prepare and submit to the Board for review and approval the following to
advance the Board’s policy objectives across various time horizons:

e Five-year Long-Range Plans: LIPA’s Chief Executive Officer, in consultation with its service
provider(s), will on a triennial basis develop five-year roadmaps for each key business area to advance
the Board’s strategic objectives. The Long-Range Plans will evaluate the current state of the business
area, articulate an end-state vision to be achieved within five years, and identify the projects necessary
to close the gap. Each roadmap will include:

Prioritized list of projects with associated business rationale and benefits
Schedule for and sequencing of projects

Dependency on or interaction with projects initiated by other business areas
Budget requirements for project implementation and operations

O O O O

The schedule below defines the timeline for the submission to the Board of the initial Long-Range Plans for
each business area:

o Transmission and distribution (“T&D”), information technology, customer experience,
finance, and performance management no later than March 31, 2023.
o Business services and power supply and clean energy programs no later than March 31, 2024.

e LIPA’s Annual Work Plan, Performance Metrics, and Budgets: LIPA’s Chief Executive Officer will
translate the Board’s strategic policy objectives and Five-Year Long-Range Plans into annual work plans,

! Board recommendations as defined in the Second Amended and Restated Operations Services Agreement.
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performance metrics, and budgets for the Board’s review and approval. The annual work plan defines
the activities LIPA staff will directly undertake for the year, while the performance metrics define the
objectives that will determine PSEG Long Island’s Variable Compensation for the year. The work plan
and performance metrics are designed to be objectively verifiable and reasonably achievable levels of
performance. The funds to achieve this level of performance are also budgeted, tying realistic plans and
budgets to measurable outcomes each year. The oversight activities of LIPA staff may also result in
Board recommendations to improve the operations of business areas managed by service provider(s).

Performance Management Reporting

Performance management reporting provides transparency and accountability to the Board and customers for the
accomplishment of the Board’s strategic objectives and the funds budgeted each year. The Chief Executive
Officer will prepare a written report to the Board and make it available on LIPA’s website for each of the
following:

o Policy Reports: Annual reports on LIPA’s performance as compared to the key objectives of each Board
strategic direction and operating policy.

e  Work Plan Reports: Annual reports on the projects and activities LIPA staff will directly undertake to
advance the Board’s policy objectives and accomplishments as compared to the prior year’s work plan.

o Performance Metrics and Board Recommendation Reports: LIPA’s business model involves
significant outsourcing to service provider(s), which places heightened importance on vendor
performance in advancing the Board’s policy objectives. Therefore, the Chief Executive Officer will
separately provide quarterly and annual reports on PSEG Long Island’s performance as compared to the
Board-approved performance metrics and recommendations.

e Budget Reports: Quarterly and annual budget reports comparing actual financial results to the Board-
approved financial plan, including significant variances and their causes, separately detailed between
LIPA and service provider-managed budget elements.

The Chief Executive Officer is responsible for informing the Board in a timely manner of developments that
in the Chief Executive Officer’s reasonable judgment are (i) unique or significant operational risks to LIPA;
(i1) could significantly impact LIPA’s customers, reputation, or community relations; or (iii) materially
compromise the ability to achieve the policies and strategic objectives established by the Board.
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